Foreign Economic Trends 
and Their 
Implications for the 
United States 


ant OF ¢, 
ro Ou, 


Prepared by the U.S. Foreign Service, U.S. Department of State, and released by the U.S. Department of Commerce, 
Domestic and International Business Administration, Bureau of International Commerce 


FET— 75-093 


AUGUST 1975 


Frequency: Annual American Embassy 
Supersedes: ET 73-063 LISBON 


PORTUGAL 


TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 


SUMMARY 


CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151 





All value in millions of U.S.$ 
unless otherwise stated U.S.$l equals 25.50 escudos 


KEY ECONOMIC INDICATORS: Metropolitan Portugal 


Item, and date of most 1973 1974 1973/1974 1975 
recent data Complete Complete % Change Cumulative 
A B D 
INCOME, PRODUCTION, EMPLOY- 
MENT 
GNP at Current Prices?/ 10,848.6 12,985.8)/ 
GNP at Constant (1963) 6,699.5 6, 900. 52/ 
Prices? 
Population ('000)2/ 8,035.9 8,478.0 
Per Capita GNP, Current i, 350 1,530b/ 
Prices2/ 
Plant & Equipment Invest- 2,165. 2,380. 5° 
ment 
Indices: 
Avg. indus. wage, Lisbon 
(1961 equals 100)°/ 
Rural Male Workers, Wage 
(1968 equals 100)9/ 
(3/75) 


MONEY AND PRICES 
Money Supply 9 
Public Debt Outstanding .8 
External Debt ae 
Interest rates: 
Central Bank, direct -0% 
discount (6/75) 
Comm'l bank, prime (6/75) 6.0% 
Indices: (Lisbon only) 
Consumer Price (1963 equals 203.8 
100)£/ (4/75) 
Wholesale Price (1948 180. 
equals 100)£/ (3/75) 


Continental Portugal only (revised data). 

Embassy estimate. 

In industry and transportation; averate of quarterly index. 
Farm workers in Continental Portugal. 

In force since December 21, 1974. 

Average of monthly index. 
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BALANCE OF PAYMENTS & TRADE 

Gold & Foreign Exchange 2, Faded 2,102.0 
Reserves 

Balance of Payments®/ *% 255.6 - 647.7 
Balance of Trade/ - 857.8 - 1,684.0 

Exports, FOB (3/75)2/ 1,780.8 2,253.6 
U.S. Share (3/75). E73. 7 225.0 

Imports, CIF (3/75)3/ 2,932.4 4,443.6 
U.S. Share (3/75) 240.0 395.5 


Main Imports from the U.S. (Jan. thru March 1975): Corn - 202,386 tons, 
$34,028,784; Aircraft and parts thereof - $18,459,490: Wheat - 66,141 
tons, $13,420,784; Sunflower seeds - 17,835 tons, $7,950,000; Raw 
cotton - 3,446 tons, $5,558,627; Coal - 57,883 tons, $4,197,216; Soy- 
beans - 8,156 tons, $2,427,412; Oil cake and other residues obtained 
from the extraction of vegetable oils - 4,784 tons, $1,027,216; and 
Plastic and plastic materials - 717 tons, $473,765. 


Source: Boletim Mensal de Estatistica; Comercio Externo, Vol. I; 


Annual Report of Bank of Portugal. 


g/ Bank of Portugal only. 
h/ With foreign countries only. 
i/ Total trade, i.e., foreign countries plus overseas territories. 
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Lisbon, Portugal 


SUMMARY 


At the end of 1973 a period of fairly solid economic growth was 
brought to a close by the energy crisis and a liquidity crunch. 
The overthrow of the Salazar-Caetano regime on April 25, 1974, 
led to a profound transformation of the Portuguese economy and 
society. Through government nationalizations and interventions, 
and the growth of labor agitation, the former economic structure 
has been largely dismantled and the nation set on the road to- 
ward what the Government says will be a unique Portuguese type 
of socialism. 


The slowdown in economic activity has been reflected across 

the board. GNP growth in 1974 fell to 2-3% from 8.1% in the 
previous year. New investment has dropped sharply, productivity 
is down, credit is very difficult to obtain, and inflation has 
remained generally high. Unemployment has reached a level of 
8-10%. As net tourist receipts fell 30% and the trade deficit 
almost doubled, a balance of payments surplus in 1973 became a 
$647 million deficit in 1974. The increasing drain on Portu- 
gal's still-strong reserves has led to such government austerity 
measures as severe consumer-credit restrictions and an import 
surcharge of up to 30%. 


Although the Portuguese Government has reiterated its desire 
for foreign capital, and has exempted it from nationalizations 
and interventions, foreign firms are in an uncertain position. 
The country's development program is being revised. Portugal 
is seeking aid and increased trade concessions from its tradi- 
tional trading partners while looking to new markets. Mean- 
while, U.S. exports, led by agricultural commodities, have 
continued to grow, and on a purely competitive basis should 
continue this trend. 


Note: Unless otherwise specified, this report covers Metropoli- 
tan Portugal, consisting of Continental Portugal, the Azores, 
and Madeira. Please note that GNP figures are available only 
for Continental Portugal. The term "international trade" ex- 
cludes commerce with the overseas territories. Separate trends 
reports are prepared by the U.S. Consulates General in Louren¢o 
Marques and Luanda respectively. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS: PORTUGAL 


Recession and Revolution 


The Portuguese economy has been shaken to its foundations during 
the past 18 months. The country's period of fairly solid economic 
growth peaked in 1973 with the onset of the energy crisis and a 
liquidity crunch. Weakened by these factors, along with the 
continued burden of the country's colonial wars, the economy was 
to be further affected by the impact of the overthrow of the 
Caetano regime on April 25, 1974, which led to rapid decoloniza- 
tion and a profound transformation of Portugal's society and 
economy. 


Pre-April 25 Portugal: Government-Business Partnership 


The changes which have taken place in the past year have to be 
viewed within the context of the existing economic structure-- 
the least developed economy in Western Europe, deep regional and 
sectoral disparities, a shortage of qualified management and 
technical personnel in both the private and public sectors, and 
the Government and a handful of large industrial/financial groups 
working together and controlling most of the economy. 


In the same country with many thousands of small and under- 
capitalized, largely family-managed firms existed Companhia 
Uniao Fabril (CUF), the largest group on the Iberian Peninsula, 
which controlled 20% of Portugal's industry and had assets ap- 
proaching $2 billion. Each of Portugal's seven largest groups 
had its own bank (which together held about 80% of total bank 
assets and deposits) and insurance companies to provide internal 
financing, while the Government controlled competition in key 
sectors by import licensing and by restricting authorizations 
for plant construction or expansion. 


Post-April 25 Portugal: Transition to Socialism 


The Armed Forces Movement (AFM), which led the April 25 coup, 
has announced its intention to maintain control of basic 
policies for at least the next 3-5 years. During the past year 
the principal economic themes have been improving the lot of 
the workers through redistribution of income; redistribution of 
economic power to the workers and to small business; breaking 
up the large groups through state control of the basic sectors 





of the economy; and opening up new markets in Third World and 
communist countries. The AFM has said that the country is in 
transition toward an as yet undefined, but unique, Portuguese 
type of socialism. 


The transition has not been uniform or consistent. For the 
first ten months after April 25, 1974, the Government paid only 
intermittent attention to the economy, and despite a weakening 
economy and growing labor agitation, the structure of the 
economy remained basically unchanged. Government economic 
policies and actions appeared primarily reactive. The only 
nationalizations which took place were of the banks of issue-- 
which were already governmental arms under the former regime. 
Even Decree 660/74, which authorized government assistance to, 
and intervention in, companies "not contributing normally" to 
the economy, was originally inspired by the need to save the 


Torralta and Banco Intercontinental Portuguese groups from 
bankruptcy. 


Calls for strong measures to counteract growing economy diffi- 
culties and to transform the country's economic structure were 
finally answered in February 1975, by promulgation of the trans- 
itional (three year) Economic and Social Program. Besides 
incorporating measures to combat Portugal's economic problems, 
the Program was to define those fields to be left open to the 
private sector and to establish the "rules of the game" by which 
it would operate. However, the Program was made obsolete within 


three weeks by the events which followed an aborted coup of 
March 11, 1975. 


Nationalizations 


The Economic and Social Program had not called for nationaliza- 
tion of the banking or insurance sectors. However, following 
the attempted coup, all Portuguese-owned banks and insurance 
companies were nationalized. Because of the central role these 
credit institutions, as sources of loans and holders of stock, 
had played in the large economic groups, the Government by this 


stroke alone took control of approximately 30% of the country's 
industry. 


This action was followed in April by Decree 203-C/75, giving 
the Government broad powers to control the "commanding heights" 
of the economy. At the same time the national airline (TAP) 
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and railways, Portugal's only integrated steel mill, the 
Portuguese-owned oil refining and distribution companies, and 
the electric power, petrochemical, and shipping sectors were 
nationalized. This was followed in May by nationalization of 
the tobacco, cement, wood pulp, and public transit sectors. 
However, some of those affected were already quasi-governmental 
companies, as the state had large holdings or exercised control 
through concessions. 


The only compensation which has been arranged to date, for the 
1974 nationalization of the banks of issue, is to be paid in 
20-year bonds at 4 to 5% interest. In all nationalizations 
thus far the Government has explicitly excluded foreign firms 
and capital. 


Interventions and Occupations 


At the same time, the pace of government intervention in the 
private sector has been rapidly increasing, with well over 200 
firms (including the companies of the CUF group) currently the 
object of some form of direct intervention. A number of inter- 
vened firms have subsequently been nationalized. The Govern- 
ment's assistance has ranged from loans or loan guarantees to 
replacement of the management by government appointees. Al- 
though according to Decree 660/74 companies may be returned to 
their previous management after being put back on their feet, 
none has been, and pressure will probably be too great for the 
Government to do so. 


The Government's powers of intervention were greatly augmented 
in May 1975 by Decree 222-B/75. This decree suspended all 
bankruptcy proceedings and debt-collection suits against inter- 
vened companies, and authorized government freezing and/or 
seizure of personal property and bank accounts of managers or 


controlling stockholders--and their families--of intervened 
companies. 


Interventions have proceeded in parallel with, and in many 

cases as a result of, worker agitation. Agitation has been 
based on both political and economic factors. The latter factor 
has increased as the number of firms approaching technical bank- 
ruptcy has rapidly grown due to lower productivity, reduced 
markets, lack of credit, the ouster of many managing personnel, 





and worker opposition to layoffs and work reductions. Although 
there have been some industry-wide strikes, the general pattern 
of labor action in individual companies has been occupations-- 
i.e., lockouts of management, often followed by worker manage- 
ment. Several hundred companies have been occupied in this 
fashion, and at least 110 of them remain under direct worker 
management. 


The increasingly central concern of both government and workers 
has been the rising level of unemployment. The Government has 
attempted to preserve all existing firms and jobs through large 
credit infusions, while studying eventual restructuring by 
sector. Thus, although a law allowing collective dismissals 
under tightly controlled conditions was issued in December 1974, 
in practice few firms have been able to lay off workers. In 
June 1975 the Government banned all firings without just cause. 


There has also been a widespread campaign in which some politi- 
cal parties have seized buildings for use as party headquarters, 
cultural centers, nurseries, clinics, etc. Tenant associations 
and similar groups have also occupied vacant houses and apart- 
ments. The government has been concerned with the housing 
shortage and, besides planning a large housing-construction 
program, is making moves towards legitimizing much of the cur- 
rent situation and requiring full utilization of all available 
housing. 


Land Reform 


The Alentejo region, an area of southern Portugal with very 
large landholdings and a work force of mostly day tenants or 

day laborers, has also been the scene of a number of occupa- 
tions and government interventions. Credit to large landholders 
has been severely restricted. The Government has announced, 

but not yet implemented, a land reform program which will 
basically limit holdings to 1,250 acres of dry land or 125 

acres of irrigated land, with some upward adjustment possible. 
Expropriated land will not be divided between individual 

farmers but will be turned into cooperatives or collectives. 


Labor Unions 
Unions, which prior to the Revolution were primarily used to 


defuse labor unrest and which acquiesced in some of the lowest 
wages in Europe, are now actively working to redress the balance. 





Militant workers have sought to obtain employment guarantees and 
other benefits already accepted in other countries, but considered 
revolutionary in the Portuguese context. Organized labor is now 
dominated by Intersindical, which is sometimes accused of accept- 
ing policy guidance from the Communist Party. An April 1975 
decree requires all unions which have not already done so to hold 
secret ballot elections by the end of August 1975. 


In September 1974, Portugal's first law authorizing strikes was 
issued. It set certain preconditions for strikes and specifically 
prohibited lockouts. However, the law has not been enforced. A 
law governing collective bargaining has been promised but has not 
yet appeared. Meanwhile, the AFM and the Government have increas- 
ingly stated that under the future socialist system the workers 
will control production. What role this will leave for the en- 
trepeneur is not yet clear. 


An Uneven Economy 


Portugal's economy has been heavily dependent on imports. Its 
chronic and growing trade deficit was previously compensated for 
by two unstable factors--emigrant remittances and tourism. In 

1973 the GNP at constant 1963 prices grew 8.1%, down from 8.7% 

in 1972. However, the growth was very unbalanced, in large measure 


fed by speculation, and accompanied by rapidly growing inflation. 
Speculation was particularly rampant in real estate in the principal 
tourist areas such as the Algarve, and in the stock market, where 
feverish speculation sent most stocks to prices that at their peak 
were hundreds of times earnings. The stock exchange has been 

closed since the Revolution, and it appears doubtful that it will 
reopen in the foreseeable future. 


According to Government officials, the 1974 real growth of the 

GNP was about 2 to 3%, while industrial output grew 6%. Intentions 
of. new investment dropped sharply. Inflation remained high though 
uneven, and followed changes in government price controls and 
salary freezes. Inflation for the whole year was 25.1%. The 17% 
rate registered in the first months of 1975 will probably increase 
considerably due to recent government measures. The lower wage 
earners received very large raises in 1974. The basic minimum 
salary was more than doubled to $130 a month in May 1974, and 
raised again to $157 a month in June 1975. As of June 1, 1975, 
all salaries above $470 were frozen and a national maximum net 
salary of $1,956 a month established. 
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Agriculture remains the weakest party of the economy. Wheat and 
corn production were down in both 1973 and 1974, while rice 
production was sharply down in the latter year. Production of 
potatoes and olive oil went down in 1973 (the latter very sharply) 
but rose slightly in 1974. Meat and dairy production went up in 
both years, but still fail to meet domestic demand. Wine produc- 
tion also rose in both years, and large stocks remain unsold. 


Reversing a ten-year trend, the estimated population of Conti- 
nental Portugal rose 5.5% in 1974. This can be attributed to 
the evaporation of the traditional Western European job markets 
which absorbed about one million Portuguese emigrant workers in 
the past 15 years, the return of some of those workers due to 
layoffs, and the return of Portuguese from Angola and Mozambique. 
These additions to the labor force, augmented by demobilized 
soldiers and construction workers laid off due to the slowdown 

in current projects and almost complete cessation of new construc- 
tion starts, have aggravated unemployment, currently estimated 
at 8 to 10%. 


Government Calls for Austerity 


The slowdown in economic activity has followed a severe shortage 
of bank liquidity. Between the end of December 1973 and the end 
of January 1975 bank deposits decreased by 0.9% while outstand- 
ing credit went up by 24%. Even more significantly, the propor- 
tion of credit to deposits increased from 80% to slightly over 
100%. The money supply, after growing by 26.9% in 1973, in- 
creased by only 6.2% in 1974. 


Portugal's balance of payments, which still boasted a $255.7 
million surplus in 1973, registered a $647.7 million deficit in 
1974, due to stagnation in emigrant remittances, a $1.68 billion 
trade deficit, and a 30% decline in net tourist receipts--from 
$269 million in 1973 to $187 million in 1974. All of these 
trends further deteriorated in the first five months of 1975. 
However, lower agricultural commodity prices in 1975 may help 
the trade balance. 


According to trade statistics, the trade deficit almost doubled 
‘in 1974 from the previous year and the coverage of exports by 
imports fell from 61% to 51%. This was due to increasingly un- 
favorable terms of trade for Portuguese exports, a quadrupled 
(to $470 million) petroleum import bill, and a great increase 
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in amounts and prices of agricultural imports--especially corn, 
wheat, and sugar--to a total of $800 million. Principal Portu- 
guese exports were textiles and clothing, wines, and electrical 
machinery. All have been seriously hit by the world economic 
recession. Wine exports were further hurt by excess production 
throughout Europe. 


In 1974, while total tourist spending only went down 10.4%, the 
number of tourists dropped 35.7%. Because of inflation and in- 
creased spending by Portuguese traveling abroad, real income 

from tourism was sharply lower. Although visitors were up 7.7% 
in the first quarter of 1975 from the same period in 1974, spend- 
ing appears even further reduced, and main tourist areas--es- 
pecially the Algarve, where three-fourths of the jobs are de- 
pendent on tourism--are facing a crisis. 


Gold and foreign exchange reserves fell 22.6% to a level of 

$2.1 billion at the end of 1974, and fell another $440 million 

in the first four months of 1975. Of the reserves, $1.2 billion 
is in gold still valued at $35 an ounce, so that the country's 
reserves remain relatively strong. In view of these reserves, 
and because a devaluation of the escudo would reportedly increase 
the cost of Portugal's imports more than help its exports, no 

de valuation is expected in the near future unless the situation 
worsens drmatically. 


However, concerned with the rapidly shrinking reserves, Portugal 
in May 1975 chose not to renew the OECD pledge that it would 

not take unilateral restrictive measures. It has subsequently 
acted to reduce domestic consumption and restrict imports by 
severely restricting consumer credit and imposing through 
December 31, 1975 a 20 to 30% surcharge on a wide range of im- 
ports. The Government has also limited expenditures of Portu- 
guese tourists abroad to $785 per year. Other even more restric- 
tive measures may be taken. 


PART B —- IMPLICATIONS FOR THE UNITED STATES 


Investment Uncertainty 


The Portuguese Government has on repeated occasions emphasized 
that it needs and wants foreign capital, but under stricter con- 
trols. In the nationalizations and interventions to date, it has 
been careful to exempt foreign capital. A new foreign invest- 


ment code is expected soon. 
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However, foreign investment has not been exempt from prevailing 
conditions and regulations. There has been no discrimination 
by the Government against foreign firms. However, all firms 
have been seriously affected by greatly increased costs, labor 
strife, shrinking markets, and lower productivity. Their flexi- 
bility in reacting to these changes has been considerably ham- 
pered. 


Only a few foreign firms have found it necessary to cease opera- 
tions, and most are holding on until the situation stabilizes 
and the "rules of the game" are clearly defined. Some companies 
are considering expansions, but new foreign investment has for 
the moment almost ceased. U.S. investment of about $200-250 
million gives it third place among foreign investors. Six con- 
sortiums of oil companies, including U.S. firms, hold offshore 
Oil concessions, and three of them are currently engaged in 
drilling operations. 


Renegotiation of International Accords 


Portugal is presently seeking both aid and increased trade con- 
cessions from her traditional trading partners. A number of 
preliminary talks have been held with both EFTA--of which 
Portugal is a member--and the EEC, with whom she has had a trade 
agreement since 1972. The U.S. is already implementing an aid 
program of $15 million in grants and loans and $20 million in 
housing guarantees. West Germany has readied a $29 million loan, 
and other donors are considering aid programs. 


Portugal Looks to Market Diversification 


Diplomatic and trade relations have already been established with 
a number of communist and developing countries, where the Govern- 
ment feels great trade opportunities exist. Portugal has already 
signed trade agreements with most of the Eastern European 
countries. The Soviet Union has agreed to supply one million 
tons of petroleum in 1975, and has thus far purchased some Portu- 
guese products. We do not anticipate that these new arrangements 
will have a significant impact on U.S. trade in the near future. 


Civil Construction Provides Trade Opportunities 


The Fourth Development Plan has been shelved and not yet replaced. 
The Government is reconsidering development priorities; among 
major projects already shelved are the New Lisbon Airport and an 
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auto plant at Sines. The whole Sines project is being restudiea, 
and it may be reduced in scale. A planned fertilizer plant may 
not be built, and the oil refinery could be reduced from its 
programmed annual capacity of 10 million tons. 


Until now super-highway construction has been suspended, although 
work on 94 kilometers is to be resumed. Plans include a factory 
to produce 6,000 tractors a year, establishment of a sugar beet 
industry, and expansion of one shipyard and construction of 
another, for 25,000-30,000 ton ships. 


The 1975 budget is the first one programmed for a deficit. The 
budget totals $2.95 billion, a 42% increase over 1974. $840 
million--a 56% rise--is slated for economic development and aid 

to the overseas territories. Tops on the priority list is the 
construction of 100,000 housing units in 1975-76, although work 
has not yet started. Other top priorities are the construction of 
clinics, schools, and rural market roads and electrical systems. 
Extensive renovation of the railways is also planned. A longer- 
term prospect is the Alqueva irrigation project in the Alentejo. 
Port and airport construction in the Azores and a large container 
port near Lisbon are also projected. All of these provide possible 
Opportunities for U.S. exports and engineering. 


U.S. Trade Continues to Grow 


Commerce between the U.S. and Portugal has continued to grow--by 
23% in 1973 and another 50% in 1974. The balance in the latter 
year favored the U.S. by over $170 million. Accounting for 9% 
of Portugal's imports and 10% of her exports, the U.S. remained 
the third major seller and the second biggest purchaser. U.S. 
competitiveness has been helped by an effective 5.56% further de- 
valuation of the dollar against the escudo since the end of 1973. 


Agricultural products such as corn, wheat, oilseed meal, soybeans, 
and cotton, accounted for about 50% of U.S. exports, while air- 
craft and parts constituted about 10%. Other transportation 
equipment, medicines, computers, electrical machinery and other 
raw materials accounted for the balance. On a purely competitive 
basis, these exports should on the whole continue to do well in 
1975. Major U.S. imports in 1974 were textiles, wine, cork and 
cork products, fish products, and sisal goods. 
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